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FRENCH ECONOMIC INDICATORS “— 


(All values in U.S. $ billions at current prices unless otherwise indicated.) 


1976 1977 1978* Predicted Change 
1977 to 1978 


INCOME, PRODUCTION, EMPLOYMENT 

Gross Domestic Product 362.9 406.6 458.9 2. 
GDP at Constant (1976) Prices 362.9 373.8 385 .0 + 3. 
Per Capita GDP (dollars) 6860 7660 8610 *izZ. 
Per Capita GDP (1976 dollars) 6860 7050 7250 + Ze 
Gross Capital Formation ex. housing 56. 62.0 69. ti. 
Disposable Income 268. 302.8 342. at3. 
Per capita disposable income (dollars)5070 5700 6430 +12. 
Industrial Production (1970=100) 4/78 124 126 131 + 4, 
Labor Productivity (% Change) + 3. + 3.0 + 2, + 3. 
Average Industrial Wage (% Change)4/78 +14. +12.8 +12. +12. 
Labor Force (millions) ee: 22.5 22. + 0, 
Unemployment Rate (5/78) 4, 5.1 5. 


POWWDWONAW LOW! 


MONEY AND PRICES 

Money Supply (2/78) ; 217.0 213. +13.4 
Bond interest rate new issues (4/78) . Mate 10. -- 
Wholesale Prices (1970=100) (5/78) ; 182.8 187. + ZA 
Retail Prices (1970=100) (5/78) y 189.4 197. + 9.0 


TRADE AND BALANCE OF PAYMENTS 
Exports FOB 

Imports FOB 

B/P current account balance 

Gold & Foreign Exchange Reserves 
External Public Debt 

US share of import market (CIF) 
US share of French exports (FOB) 
Book value of U.S. investment (est.) 


MAIN IMPORTS FROM U.S. (1977--$ millions): Machinery, Mechanical Appliances 1120, 
Electrical Machinery 420, Organic Chemicals 255, Aircraft 255, Optical, Medical & 
Precision Instruments 322, Corn 225, Soybean Meal-Soybeans 190, Coking Coal 125. 


32.0 (First five 
32.3 months 1978) 


n.a. 


7.1 (First five 
5.4 months 1978) 
n.a. 


5.2 

foo 

Sue 0 

2.6 23.9** (5/78) 
i.e 

7.0 

5.1% 

6.5 


ONnNWwoMmonn 


Footnotes: 

*The 1978 figures are estimates for the full year or data for the most. recent 
months known, as indicated. 

**Reserve components are revalued every 6 months by French Government, therefore 
percentage comparisons with previous years are meaningless. 


In order to assure comparability, franc figures for GDP, Investment and Money Supply 
for all years have been converted into dollars at 4.60F per dollar. Figures in the 
balance of payments sections have been converted from francs into dollars at the 
rates prevailing during the period in question. 





SUMMARY 


Because of the persistent inflation and, until recently, a serious 
trade deficit, the French Government has been pursuing a comprehensive 
stabilization program since September 1976. The Barre government's 
approach has been to stem wage increases and slow down the growth 
rate of the French economy until price moderation and a healthy trade 
and payments balance are restored. 


As a result of a wage hike slowdown, price guidelines, monetary and 
fiscal restraint and other anti-inflation measures, the French economy 
receded from its 1976 growth rate of 5.2 percent to 2.9 percent in 
1977, and will increase only about 3 percent in 1978. The Barre 
stabilization plan has sharply reduced the French trade deficit and 
strengthened the franc, even though inflation has moderated very slowly. 
Because of sluggish demand and investor caution, unemployment remains 


high and the investment climate is unfavorable. 


Present policies have been changed in an attempt to restore business 
profitability and to increase effective domestic and international 
competition. Nonetheless, prospects are for no more than a gradual 
and moderate acceleration of growth at best. Most forecasts envision 
1979 growth in the 3 to percent range, with continuing high unem- 
ployment. Progress in reducing inflation to a level which would give 
French economic policy more room for expansion is expected to be slow. 
The investment climate should continue to improve and French imports 
are expected to grow more rapidly than in 1977, with exports also 
doing well. From the viewpoint of U.S. exports and investment oppor- 
tunities, therefore, 1978 and 1979 should be relatively good years. 





A. Current Economic Situation and Trends 


Slow Growth to Continue. French gross domestic product grew 2.9 percent 
in real terms during 1977, well below the post-war growth 

trend of 5.5' percent. Under present policies, most forecasters 

foresee not much more than 3 percent growth in 1978 with a modest 
acceleration in 1979. The government of Prime Minister 

Barre is pursuing a thorough stabilization program that 

includes a wage slowdown and other measures aimed at 

bringing down the French inflation rate and restoring trade 
equilibrium. The program is seen as necessary to provide a stable 
franc and a sound hasis for sustaining more rapid growth in the 
future. 


The Barre Stabilization Program: Gradual Progress. When 


Raymond Barre took charge as Prime Minister in August 

1976, the French trade deficit was mounting, the franc was 
slipping badly, and inflation seemed to be reaccelerating from 
an already uncomfortably high 9-10 percent rate. Barre's cure was a 
moderate but prolonged stabilization program, whose principal 
results in 1977 were (all figures approximate) : 


reduced wage pressures (12 percent vs. 15 percent in 1976) 

slowly diminishing inflation (9 percent vs. 9.9 percent) 

a shrinking trade deficit (11 billion FF vs. 20 billion FF) 
a sharply decreased growth rate (2.9 percent vs. 5.2 percent) 
increased unemployment (1,026,000 vs. 930,000) 

a stable franc 


The Barre government seems intent on consolidating the gains 
achieved in 1977 and is only easing the reins slightly in 
1978. Based on the assumption of slow growth and decreasing 
inflation rates in West Germany and elsewhere among France's 
main trading partners, most economists believe that growth 
much beyond 3.5 percent would lead to a new import surge accompanied 

by pressures on the franc. This constraint would change only 
with a substantial reduction in France's inflation rate or 
with strong reflation by her main trading partners. The Barre 
government's target is thus to reduce further the trade deficit 
and the inflation rate and to keep the franc stable. 


Electoral Results and Policy Changes. The nationwide 
legislative elections held in March 1978 produced a clear 


victory for the ruling majority and enabled President Giscard 
d'Estaing to rename Raymond Barre as Prime Minister. Since 
the next legislative elections are not until 1983 and since 
Giscard is considered a heavy favorite for reelection in 1981, 
the prospect is for substantial political stability. 


Although Prime Minister Barre has made it clear that the 
essentials of his stabilization program will continue, 





he has introduced important new elements aimed at 
revitalizing French industry. In order to permit a 
gradual reduction of the budget deficit,he has called 

for "truth in pricing" for public services, leading to 
sharp increases in public transportation fares, in gas, 
electric and coal prices, and in rates for postal and 

other services that have been operating with government 
subsidies. Private industry prices, which for more than 
30 years had been subject to wide-ranging government 
controls, are also being freed so as to enable corporations 
to restore their operating margins and to invest more 
readily. Barre has announced a simultaneous move to 
increase effective competition (both domestic and 
international) and has made it clear that the government 
will not bail out firms that get into difficulty through 
unrealistic wage and price policies. As a result, most 
projections are for no more than a temporary increase at 
most in the rate of industrial price growth. Because of 
these increases and those of public services, overall 
inflation for 1978 is projected in the 10-11 percent range. But 
with most of the increases expected in the second and third 
quarters, the rate may be decelerating substantially by early 
1979. 


As a further approach to the restoration of corporate 

finances and investment, the Barre government has introduced a 
series of tax incentives and other measures to encourage 

the flow of savings into equities. Interest rates have also 
been reduced as the franc has strengthened. The stock 

market has risen sharply, partly in response to these measures 
but largely because of restored business and investor 
confidence in the wake of the elections. Corporate investment 
seems also to have picked up, although many businessmen are 
still taking a wait-and-see attitude in view of their existing 
excess capacity and their uncertainty as to when growth will 
accelerate and by how much. Some also fear labor troubles 

as a result of wage restraint, but no serious problems have 
materialized on this front. 


Prospects for 1978 and 1979. The Barre government plans to continue its 1977 wage- 
slowdown policies, decrease the budget deficit, continue the slow growth 
of the money supply and freeze corporate income tax and social 


security taxes so as to encourage new investment and new hiring. 


1978 GDP growth is expected to remain toward the middle of the 2.5 = 3.5 percent 
range, with inflation gradually slowing to the vicinity of ‘8 percent 
in 1979. Imports should increase about 6 percent, with exports 

growing slightly faster and the trade and current 
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account coming into near balance. The franc should also remain 
strong, despite sharply reduced foreign borrowing by French 
nationalized enterprises. On the negative side, unemployment 
and social tensions should rise somewhat and the French 

economy should continue to operate at well below capacity 
rates. 


Bright Spots Despite Slow Growth. Within this overall 
context of continuing stabilization, certain sectors of 


the economy are likely to be considerably stronger than 
others -- partly because 1978 growth is being based on a 
more even balance between consumer demand and investment, 
and partly because of the peculiar mix of export opportuni- 
ties and import "threats" facing France. 


The aviation industry, whose production increased 13 percent in 
1977, is expected to do even better in 1978, largely on 

the basis of strong exports. Electrical machinery 

production is projected to expand 6 or 7 percent on the strength 
of both consumer and public sector investment demand. The 
chemical industry should grow about 5-6 percent. Finally, assuming 
reasonable weather, agricultural production should be strong 
and make a healthy contribution to French exports. 


Among the sectors expected to grow more slowly are textiles 


(3 percent), paper and cardboard (4 percent), transportation ( 2 or 3 percent), 
and machine tools (3 or 4 percent). A number of important 

industry sectors are expected to be either stagnant or 

declining: automotive production, construction and public 

works, nonferrous metals, iron and steel, and shipbuilding 

are the most significant of these. 


Trade Policy. The Barre government, while basically committed 
to a liberal world trading system, has also called for 
"orderly trade growth." In the face of depressed industrial 
sectors suffering from severe import competition (textiles, 
steel, and shipbuilding), the French government has taken 
countermeasures, generally in concert with the European 
Economic Community. On the other hand, the Barre 

government has committed itself to a successful outcome of 
the Multilateral Trade Negotiations going on in Geneva (MTN), 
and its overall economic strategy involves an increasingly 
competitive economy and solid growth for both imports and 
exports. 
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Investment Climate. With the elimination of the economic 
policy questionmarks that had been posed by the elections, 
the foreign investment climate appears favorable. The 
present French government is committed to a fairly open 
approach to foreign investment, with the exception of a 
few "strategic" sectors in which it is trying to foster a 
purely French solution. 


B. Implications for the United States 


Potential U.S. Exports. U.S. exports to France should grow 
moderately during 1978 and 1979. Should the government 
succeed in stimulating French investment in plant and 
equipment, the opportunities for U.S. manufacturers of 
capital and related goods would be proportionately better. 
In the longer term, the need for French industry to 
restructure and modernize its industries in the face of 
mounting international competitive pressures should provide 
a good market for U.S. suppliers in high technology areas. 


Based on Embassy studies as well as research performed by 
private companies, the following product categories appear 
to offer the best prospects for the coming period: 


--Computers and Peripheral Equipment. The total value of 


installed computers in France, which in January 1977 was 
about $5.4 billion, is projected at $7.9 billion by 
January 1, 1980. With annual consumption of computer 
products in 1980 of 6 billion dollars, this represents an 
annual rate of increase of 23.6 percent since 1975. 


--Electronic Components. The market for electronic 
components in France is large ($1.4 billion in 1976) and 
will expand to an estimated $1.9 billion by 1980, with 
imports providing a substantial share. The U.S. has a major 
market share and our advancing technology should provide a 
good opportunity to expand it. 


--Laboratory Instrumentation. France is the fourth 
largest market in the world for U.S. exports of laboratory 


instrumentation. In a market dominated by imports, the U.S. 
accounts for a 25-30 percent share, with Germany as its 
major competitor. U.S. penetration is enhanced by the 

presence of subsidiaries of major U.S. firms in the market 
and by respect for U.S. technological sophistication and 
dependability. 
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--Electronic Industry Production and Test Equipment. 
The French government is seeking to expand domestic 


production of electronic components. Investment in 
production equipment of up to 3 billion francs (about 
$600 million) is foreseen. The 1976 import market was 
$178 million of a total $189 million. U.S. sales were 
$81 million or 43 percent of French consumption. 


--Computerized and Automated Machine Tools and 

Controls. A 1974 market study projected French purchases 
of numerical control machine tools would reach $140 
million by 1978. Soaring purchases in 1975 and 1976, 
which were recession years for the machine tools 
industry in general, make this estimate appear 
conservative. Management is attempting to counter 
problems in the industry by increasing productivity, 
including the use of more labor-saving, high-technology 
metalworking equipment. 


--Business Equipment. Imports of business equipment 
supply 80 percent of the French market. This market is 
projected to expand at 14percent annually, reaching 

$1 billion by 1980, with the ratio of imports 

unchanged. U.S. companies have a commanding presence in 


many product lines. 


--Communication Equipment and Systems. The French 
government has embarked on a priority program to improve 


telecommunications with annual investment rising to 

$3.2 billion in 1980 from $1.4 billion in 1975. Although 
government procurement favors the large domestic industry, 
there are substantial opportunities for U.S. sales to the 
private sector and for equipment of advanced technology. 
US exports rose 36 percent in this category during 1976. 


--Pollution Control Equipment. According to recent 
market research, the total air and water pollution control 


equipment market in France will reach $417 million in 
1980. Imports from the U.S. should rise from $5.7 million 
in 1976 to $7.5 million in 1980. 


Best sales prospects are for filtering and industrial 
waste water equipment (where the market is expected to 
grow 12-13 percent annually) and for certain high-technology, 
high-precision equipment simply unavailable from French 
producers. 





--Agricultural Machinery and Garden Equipment. The 
market in France for agricultural machinery and 


equipment (except tractors) and for garden equipment 
is expected to increase substantially during the next 
five years. Based on increasing French 

agricultural investment, the French market for 
agricultural equipment (except tractors) is expected 
to increase by approximately 10 percent per year, with 
tractors and other heavy agricultural equipment 
progressing somewhat more slowly. Sales of garden 
equipment should increase about 20 percent annually during 
the next 5 years. 
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